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1978 
BELGIAN KEY ECONOMIC INDICATORS 
1/ 


Money values in US $ million. — 


3/ 


Forecasts 
% Change 
1978/1979 


2/ % Change 
Item 1977/1978 


INCOME, PRODUCTION, EMPLOYMENT 
GNP at Current Prices 
GNP at 1970 Prices 
Per Capita GNP at 
Current Prices 
Gross Capital Formation 
at Current Prices 
Indices: 4/ 
Industrial Production 
(1970=100) 
.Avg. Industrial Wage 
(1972=100) 
Avg. Unemployment Rate Z 


MONEY AND PRICES 
Money Supply (M1) 
Public Debt 
National Bank Weighted 
Average Lending Rate (%) 
Price Indices: 
Wholesale Prices (1953=100) 
Consumer Prices (74/75=100) 
BF/$ Exchange Rate 4/ 
Effective Exchange Rate 
(IMF Weights; 1970=100) 


BALANCE OF PAYMENTS / TRADE 

Exports, FOB, of which: 67 37,489 44,814 19.5 
Exports to US 1,971 1,850 17.8 
Exports to EC 6/ 26,708 32,079 20.1 

Imports, CLF, of which: — 40,250 48,360 2c 
Imports from US 2,427 2,795 15.2 
Imports from EC 27,186 33,362 Seat 


ere ee -2,761 -3,555 -28.7 


Current Account Balance i/ - 829 - 574 44.4 


Main imports from US (1977): agricultural products-578.9 (of which, grains - 305.2); 
machinery/equipment-410.6; chemicals-312.3; minerals-177.4; diamonds-166.3; trans- 
port equipment-158.5; textiles-110.6; metals-103.8; plastics-103.0. 


Footnotes on following page 





Footnotes: 


1/ Domestic series are converted using approximate end-1978 exchange 
rate of $1 equals BF 31. External series (trade and payments) 
are converted at contemporaneous rates: 1976: 38.60, 1977: 35.84, 
1978: 31.41. Note that external series thus include $/BF 
exchange rate shifts. 


December or cumulative except where otherwise noted. 
Embassy projections. 

Mid-year averages. 

GNP and capitol formation figures are estimates. 
Customs basis. 


Transactions basis. 


INTRODUCTION AND SUMMARY 


The export-led upswing in economic activity that began to appear 
late in 1978 has by the Spring of 1979 been confirmed by various 
economic statistics. Two questions remain: will the recovery last, 
and will it spread effectively throughout the economy? Given that 
half of Belgium's GNP is exported, the answer to the first question 
depends to a large extent on events in the neighboring countries. The 
answer to the second question is a little harder. So far, the pump- 
priming provided by foreign demand has not given enough kick to 
domestic demand to produce the internal momentum that a solidly-based 
recovery will require. In principle, however, if the European loco- 
motive does not falter, it should be only a matter of time before 
Belgium begins to generate some of its own steam. This relatively 
optimistic picture is supported by the National Bank's highly respected 
"synthetic curve" of business expectations, which has maintained its 
upward momentum since it began to rise in late 1978. 


Some doubts, however, remain. A combination of factors, 
including high labor costs, weak investment demand, high interest rates, 
and an industrial structure that is not sufficiently concentrated in 





The "right" products--in terms of export demand--may have begun to 

erode Belgium's capacity to take full advantage of the promised 

European recovery. If business continues to pick up in Europe, Belgium 
will be dragged along--although perhaps not as rapidly as in the past, 
and almost certainly not enough to make much of a dent in the high 
unemployment rate. Finally, the European recovery itself is by no means 
a sure thing in view of recent rises in oil and commodity prices. 


The new government coalition formed at the beginning of April has 
proposed a work-sharing scheme to be negotiated between labor and 
management which would lead to a reduction of the work week to 36 hours 
phased over three years, accompanied by a 3% increase in hiring and a 
freeze in real wages. This proposal has met with opposition from both 
labor and management and is unlikely to be adopted soon; the idea of 
work-sharing in one form or another, however, may become a more signi- 
ficant theme in Belgian political and economic debates during the next 
few years. 


The economic recovery underway in Belgium, along with the relative 
cheapness of the US dollar, should provide very attractive opportunities 
for US exports, both for labor-saving capital equipment and for many 
consumer goods. 


PRODUCTION 


After having remained virtually stagnant for several years, the 
industrial production index began to move up strongly toward the end of 
1978 ending up with an 8% increase for the year as a whole. The 
improvement seems to be a rather broadly based one, although certain 
sectors such as mining, non-ferrous metals, woodworking and leather 
continue to have difficulties. In an especially welcome development, 
the long troubled steel industry that accounts for a great deal of 
employment--particularly in the depressed southern half of the 
country--experienced a substantial increase in production toward the 
end of the year. This will help provide some maneuvering room for the 
ongoing restructuring of that chronically weak sector. Also notable 
were the production of electricity and chemical products, both of which 
increased by around 15% during 1978, most of this coming toward the 
end of the year. 


DEMAND 


Consumer demand is still relatively weak as reflected by slack 
retail sales volume and a further decline in the number of new passenger 
car registrations. On the other hand, there appears to have been a 
revival, according to a National Bank cyclical survey, in demand for 





household applicances. Private consumption should improve somewhat 
during 1979, however, thanks mainly to a smaller increase in scheduled 
income tax collections than in previous years. 


The business investment picture is confusing due to a lack of 
reliable statistics. Data based on tax returns show a substantial 
increase during 1978. Even discounting these data to take account of 
statistical ‘anomalies related to investment in electrical generating 
equipment, the increase in volume of investment appears to be above 6%. 
This figure is somewhat at variance with estimations developed by the 
National Bank based on a business survey, and which indicate that 
investment in 1978 fell by almost 4% in real terms. It is tempting to 
split the difference and come up with an investment increase of 1%, but 
a steady growth in imports of capital equipmefit--a fairly reliable 
statistical series--indicates that investment may, in fact, be progress- 
ing fairly favorably. In any case, recent investment seems to have been 
in the direction of modernization and rationalization rather than in 
expansion of capacity. In view of high labor costs this trend toward 
capital intensification is likely to continue and if an upswing in 
business conditions leads to an improvement in profits, that improvement 
may well lead to substantial investment to upgrade ethaciancy despite 
the apparently low rate of capacity utilization. 


Residential construction during 1978 as measured by building 
permits issued continued a slowing trend begun in the previous year, but 
the drop off was less sharp. This slow-down, however, is in part a 
return to a more normal level of activity following several years of 
unusual countercyclical strength. Meanwhile, non-residential construc- 
tion permits were issued at a rate 25% higher than in 1977 after a drop 
of 6% during that year. Public investment outlays, after lagging behind 
budgeted plans for most of the year, caught up rapidly during December 
bringing outlays for the year to over 92% of budgeted expenditure. It 
is usual in Belgium for outlays in public investment to lag behind plans 
to some extent; the outlays for 1978 provided--and will continue to 
provide--a not inconsiderable support for demand, particularly in the 
construction industry. This should partially offset the weakness in 
the residential construction sector. 


Belgian balance of payments statistics have been recently improved 
to reflect transactions rather than payments. On this basis, the 
current account deficit improved from $8.7 billion to $5.7 billion. 
In relation to the volume of trade and reserves, the deficit is 
relatively small, and there seems to be no serious disequilibrium in 
the balance-of-payment accounts. Furthermore, exports have been 
growing faster than imports during the latter months of 1978, presaging 
a further improvement for 1979. Growth of exports has been the 





principal factor in stimulating production, and is the main cause for 
optimism for 1979. According to ome econometric simulation, in the past, 
a one percent rise in purchasing power in neighboring countries has 
resulted in a .73 percent rise in the Belgian GNP within the space of a 
year. If this relation continues to hold, the upswing in foreign demand 
provided by the neighboring countrjies, led by Germany, should continue 
to give a strong expansionary stimulus to the Belgian economy 

throughout 1979. However, the past relationship between foreign demand 
and Belgian exports and GNP may have become somewhat attenuated in 
recent years. According to National Bank studies, Belgian industry has 
become too concentrated in sectors for which longterm foreign demand is 
on the decline, such as in steel and textiles, although the problem is 
not limited to those sectors. 


PRICES, WAGES, EMPLOYMENT AND COMPETITIVITY 


The rate of consumer price increases continued to slacken through 
the Summer of 1978, when the rate stabilized around 4% where it has 
since remained. Wholesale prices, which had been on an absolute decline 
through August of 1978, began thereafter to creep up slightly, and have 
recently shown a slight tendency to accelerate. With internal demand 
remaining slack, the main influence on Belgian prices comes from abroad. 
The effective exchange rate, whose appreciation had contributed much to 
the earlier slowing of inflation, stabilized following the 2% effective 
devaluation against the Deutsche mark in October and the US dollar 
support policies announced on November 1. This eliminated a major source 
of downward pressure on prices. The first signs of wholesale price 
increases, however, predated the stabilization of the effective exchange 
rate, and seemed to come principally from increases in raw materials 
prices. The outlook for inflation for 1979 continues to depend very 
much on international conditions. Assuming that the Franc remains at 
its current exchange rate, prices may begin to rise again in Belgium if 
they do so in Germany and if a strong US economy continues to contribute 
demand to commodity markets. 


The unemployment rate has reached a level of disturbing proportions 
at close to 9% (by EC definition), but seems to have stabilized at that 
level since late 1978. This high rate of out-of-work--second only to 
Ireland within the EC--is partly mitigated by the extremely generous 
level of unemployment compensation. A contributory factor to the high 
unemployment rate has been a rapid increase, starting from a low base, 
of female participation in the labor market. At around 14%, the 
female unemployment rate is the highest in the EC and more than double 
the average. Youth unemployment is also a serious problem. 


Hand-in-hand with the high unemployment rate go high salaries and 
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high productivity. Belgium has among the highest salary levels in the 
world. This has forced those firms that can do so to continue to 
economize on the use of labor, and high labor costs have been a major 
factor in weeding out less-competitive firms in a number of labor 
intensive sectors. The result has been a dramatic rise in Belgian 
productivity as measured by unit output per unit of labor cost, which 
in turn has helped keep Belgian international competitivity from 
suffering from the full effects of currency appreciation. 


Labor, management and the government, each with its own perspective, 
have been desperately searching for new policy options that can break 
through this vicious circle of high unemployment, high labor costs, and 
high budget deficits. The idea of a 36 hour week accompanied by 
requirements for additional hiring and balanced by wage-increase 
restraint that was proposed by the new government is an imaginative 
and ambitious initiative designed to do something about this problen, 
but has met with strong resistance and skepticism on the part of both 
labor and management. The proposal is an interesting one that is worth 
close watching both for its impact on the Belgian political-economic 
scene and for reactions to it in neighboring countries. Given its 
complexity and the initial reactions of labor and management, however, 
it is unlikely to be implemented in the immediate future. 


FINANCIAL SITUATION 


There are two important forces tending to drive interest rates up 
in Belgium and two good reasons for the authorities to want to push 
them down. An almost overriding concern of the government--and probably 
of any forseeable future government--is to maintain the external value 
of the Franc. One of the most powerful weapons in the Franc defense 
arsenal is the short term interest rate. This tool is used with 
reluctance, but should the Franc come under pressure as it has in the 
past, the National Bank will not hesitate to use it if necessary. As 
the new European Monetary System entered into force on March 12, the 
Belgian Franc found itself, by chance, at the bottom of the pile, with 
the traditionally "weak" currencies at the top. Most observers expect 
this to be a temporary phenomenon, however. The addition of France, 
Italy and Ireland to the former "snake" countries is likely to ease 
Belgium's task of keeping up with the Deutsche Mark. 


Upward pressure on long term interest rates is generated by regular 
and heavy government borrowing on the domestic market to finance the 
budgetary deficit. The high cost of this borrowing, in turn, provides 
the authorities with one reason to try to keep interest rates down; the 
other reason is to stimulate economic recovery by reducing firms' 
interest payments thereby helping to alleviate the current profit 
squeeze. 





The shaky state of public finances has become more and more of a 
political problem in recent years as the frugal Belgian public has with 
dismay watched the state borrow increasing amounts of money on top of 
the already high level of taxation. Until now, however, the financial 
situation has been approximately in macroeconomic equilibrium since 
the high national savings rate has been sufficient to close the 
government's financing gap without forcing either a monetary expansion 
or an undue squeeze on the availability of capital to the private 
sector. 1979, however, may prove to be a watershed. With a view to 
keeping interest rates from rising too rapidly, the government has 
announced its intention to break with tradition and enter the inter- 
national capital market for a substantial part of its financing 
requirements. All things considered, such a move is seen by most 
financial experts as an eminently sensible one. The monetary auth- 
orities, however, will have to exercise extra vigilance to insure that 
this step does not translate into an imbalance in the foreign trade 
account. 


IMPLICATIONS FOR THE UNITED STATES 


Broadly speaking, when business is good, the inevitable trade 
disputes and economic policy frictions that arise between countries 
become much easier to manage. If Belgium participates in a sustained 
economic recovery, it will be easier for it to continue to play the 
role of advocate for liberal trade and financial policies that it has 
always found to be its natural vocation. An expanding Belgian economy 
coupled with the current franc/dollar exchange rate should also make 
Belgium an attractive market for US exports. At current exchange rates, 
US retail prices seem to be below Belgian prices by somewhere between 
twenty to thirty percent. Even after allowing for transport costs, 
tariffs and value added tax, the remaining price difference should 
provide an attractive profit margin for US exporters in many fields. 


American business has yet to take full advantage of these 
possibilities. The US has done well in selling bulk commodities that 
are widely traded internationally and which respond quickly to relative 
price changes such as chemicals, fertilizers, and argicultural products. 
Much more can be done in the areas of consumer products and capital 
goods. With labor costs that are among the highest in the world, 
Belgian industry has a great incentive to continue to economize on 
labor. Unfortunately for Belgium's employment rate, but fortunately 
for US capital goods manufacturers, increases in productive capacity 
that may be stimulated by an economic upswing are likely to continue to 
be heavily capital intensive. Another promising field for US exports 
is in the area of energy-saving devices. 





The Embassy tries on a continuing basis to pinpoint specific areas 
where US products should sell well in Belgium and has over 40 current 
in-depth market studies. These are available to US exporters from the 
Department of Commerce. Among the most promising areas over the medium 
term are consumer goods, electronic components, pumps, valves and 
compressors, automotive equipment, woodworking equipment, minicomputers 
and peripherals, health care equipment, building supplies and equipment, 
metal working equipment, and heating, ventilation and airconditioning 
equipment. 


Belgium continues to actively welcome foreign investment, and 
remains in many respects a convenient base of operations for companies 
focussing on the European market as a whole. Growing labor and social 
costs, however, have been taking their toll, and the rhythm of new 
foreign investment in recent years has not kept up the pace of the late 
sixties and early seventies. The falling-off of investment in recent 
years, however, seems to be a Europe-wide trend, rather than one limited 
specifically to Belgium. Furthermore, in spite of a widely-held public 
impression that US firms are decreasing their presence in Belgium, the 
most recent statistics show that the level of new US investment in 1978 
was exceeded by only one other year during the current decade, and 
that the US share in the total--at least for 1978--has more or less 
returned to its long-term average of over 40%. The Belgian government 
is strongly committed to a policy of encouraging foreign investment, 
and is moving to alleviate special tax burdens placed on foreign 


companies. Special incentives are also available on an individual basis 
to companies planning investments leading to job creation. 


* U. S. GOVERNMENT PRINTING OFFICE : 1979—281-058/116 
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Commercial and economic information on most trading part- Area 


ners of the United States is available from the U.S. Depart- 


ment of Commerce. 


A Regional Marketing Manager is responsible for the areas 
listed below. Assistance or information about marketing in 
these countries may be obtained by dialing these key people 
directly: 202-377 plus the given extension. 


Area 


Africa 


(except Algeria, Egypt, Libya, Morocco and 
Tunisia—see Near East Listing below) 


Canada 
Eastern Europe 


Europe 
France and Benelux Countries 
Germany and Austria 
Italy, Greece and Turkey 
Nordic Countries 


Far East 


Extension 


East Asia, Taiwan, Australia, and 


New Zealand 


; Latin America 
Extension 


Southeast Asia and Sub continent 
Japan, Korea and Hong Kong 


Andean and Caribbean countries 


Brazil and River Plate countries 


Near East 


Mexico and Central America countries 


Egypt, Iran and Israel 

Algeria, Libya, Morocco and Tunisia 

Bahrain, Iraq, Jordan, Kuwait, Lebanon, Oman, 
Peoples Democratic Republic of Yeman, Qatar, 
Saudi Arabia, Syria, United Arab Emirates, 
Yemen Arab Republic 


USSR 


Spain, Portugal, Switzerland and Yugoslavia 


United Kingdom 


People’s Republic of China 
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